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INTRODUCTION 

AUTHORITY FOR INDUSTRIAL FUND TYPE OF OPERATIONS 
IN A GOVERNMENTAL ACTIVITY 


On August 10, 1949, the President of the United States 


approved an act to reorganize fiscal management in the National | 
Military Establishment to promote economy, and for other purposes. | 
Officially this Act is designated as Public Law 216 - 81st Congress. 


What it actuelly means to the people of the United States is that 


for the first time in our history, an honest effort has been made 
to put the overations of the Devartment of Defense and its muil- 
tiple components on a sound basis of financial operations. In 
enacting this legislation, it was the intent of Congress to 
provide a comprehensive vrogram for the future security of the 
United States, and to vrovide for the establishment of integrated 
policies and procedures for the devartments, agencies, and functions 
of the Government relating to the national security. | 
Sec. 405 of this Act authorized the Secretary of Defense 
to establish working-capital funds in order to more effectively 
control and account for the cost of programs and work performed 
in the Department of Defense for such industrial-type activities, 
and for such commercial-type activities as vrovide common ser- 
vices within or among the departments and agencies of the Depart- 
ment of Defense. The act further vrovided that these funds 
Shall be charged, when apvoropriate, with the costs of stores, 


Suppvlies, materials, and equipment procured or otherwise acquired, 





ae 















manufactured, revaired, issued, and consumed and of services 
rendered or work performed, including apvvlicable administrative 
expenses; and reimbursed from available appropriations or other- 
wise credited for the cost of stores, supplies, materials, or 
equipment furnished and of services rendered or work performed, 
including avvlicable administrative expenses. 

Sec. 407 of this Act further vrovided for an adjustment 
of accounts when under authority of law a function or an activity 
is transferred or assigned from one depertment or agency within 
‘the Devartment of Defense to another such devartment or agency. 
|Balances of funds so transferred were credited to the applicable 


‘appropriation accounts of the department or agency to which the 












jactivity was transferred, and were merged with funds in existing 
accounts as appropriate with the resultant balance appearing 

@s one single fund for the overation of the function or activity 
under the industrial fund-type of overation. 

Sec. 408 of the Act authorized reimbursements to be 

made and sums vaid by or on behalf of versonnel of any department 


or organization for services rendered or suvplies furnished with 


The importance that Congress attaches to this Act, and 
he economical operation of activities under the Department of 
Defense in varticular, was evidenced by vublic hearings before 
he Preparedness Subcommittee No. 3 of the Committee on Armed 

Services, United States Senate, on November 2, 3, and 4, 1953. 


in his opening remarks at these hearings, Senator Ralvoh E. Flanders, 
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Chairman of the Prevaredness Subcommittee No. 5, stated: 


Our job is to inquire in these two days into the extent 
to which the law has been vut to work since 1949 and the 
result of its use in terms of efficiency and economy. Let 
the record be clear. ‘We do not write this off as a simple 
problem. We realize that the national defense is 2 most 
pressing vroblem. We devote tremendous amounts of our 
menoower and wealth to it. We want to insure that we work 
efficiently, that we spend wisely; that we buy what we need 
and that we know what we have in our inventories. Business 
managers have to adhere to these rules. Our defense veovle 
must be in 2 vosition to give us the necessary guarantee of 
protection at the lowest cost in men and money. 

Recognizing the size of the task, the Congress, in 


August 1949, passed title IV which Secretary McNeil described 


as follows: 

"This title really vrovides the machinery for vlacing 
the overations of the military services on a more business-~ 
like basis. 

No comvlete system was ever established - bits and 
pieces have been vrovided at times, but this is the first 
Setempt, L£ think, to provide on @n overall basis for 
businesslike operations. ' 

The imvortance of the legislation was dramatically 
underlined by its endorsement by former President Herbert 
Hoover, Mr. Bernard M. Baruch, Louis Johnson, Secretary of 
Defense at the time of adovtion of title IV, and by many 
other outstanding Americans. 


Senator Flanders in his remarks before these hearings 


noted the awareness of Congress of the magnitude of the task of 


effectinsz financial reform in an organization the size of the 


Devartment of Defense, and at the same time carrying on the immense 


routine overations of the Department. 


ization of the Military Sea Transnortation Service as vatterned 


upon the vrovisions of the National Security Act of 1947, as amend- 
ed, is Sound and suvports the benefits to be derived from financial 


meeorm in the military services is attested by the fact that al- 


though starting indevendent operations in 


lRevort of Hearings before the Prevaredness Sub-committee 


No.2 of the Committee on Armed Services, United States Senate, 


Bishty-Third Congress, First Session on Imnlementation of Title IV 
MecvLonal Security Act of 1947, as Amended, November 2,3,and 4, 1955-6 
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That the financial organ- 
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Secretary of Defense from Seotember 17, 1951 to January 20, 1953. 
On July 1, 1951, the Military Sea Transportation Service 
went under the industrial fund-typve of overation, and now overates 
jin full accordance with the vrovisions of the National Security 
Bket of 1947, as amended. Its lines of organization and authority 
jare clear, its accounting procedures and »orocesses are such that t 
Peurce and apolication of funds are readily discernable, and its 


Operation is efficient and economical. 


of operation. The savings in dollars noted above were varticularly 
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CHAPTER I 
HISTORICAL BACKGROUND OF MSTS 

The Military Sea Transvortation Service is an integral 
part of the U. S. Navy with an organization similar to that 
of a Task Fleet, and overating under the command of the Chief 
of Naval Operations. It came into being on 1 October, 1949, 
when it took over the overations theretofore conducted by the 
Naval Transportation Service, which included naval transports, 
cargo ships and tankers, the majority of the latter being 
overated by private contractors on a cost-plus-a-fixed-fee basis. 

On 1 March, 1950, in accordance with the vrovisions 
of a directive of the Secretary of Defense dated 2 August, 1950, 
MSTS assumed the ocean operations formerly carried on by the 
Transportation Corps, Devartment of the Army, in the Zone of the 
Interior as embodied in numerous ships and direct shore support 
functions conducted at Brooklyn, N. Y., New Orleans, La., 
mem Francisco, and Oakland, Calif., and Seattle, Wash. 

On 1 July, 1950, MSTS assumed similar operations 
formerly conducted by the Department of the Army overseas, 
chiefly at Bremerhaven, Germany, Balboa, C. Z., Honolulu, T. H., 
and Tokyo, Japan. On 1 November, 1950, similar operations 
along the Aleutian veninsula with a main base at Kodiak, Alaska 
were taken over by MSTS. 

In addition to the above svecified areas, MSTS now 
exercises control over ocean transport and shore suvport 


functions for Government sponsored passengers and cargo in 
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England, France, Italy, Porto Rico, Guam, and the Philliopine 
Islands. Additionally, the Korean effort and its associated 
cooveration with other members of the United N@étions has led 
MSTS to engage in transport operations, vrimarily of troops, 
from Greece, Turkey, Belgium, The Netherlands, Canada, Ethiopia, 
and Siam (Thailand). MSTS ships are also engaged in United States 
support of such areas as Formosa and Hong Kong. The Militery 
Sea Transportation Service is not just another activity of the 
Navy Department; it is @ service that renders supvort to all 
agencies of the United States Government in an economical, 
efficient, and reliable manner. And credit for making possible 
such an unprecedented undertaking must be given to the National 
Security Act of 1947, as amended. 

The Chief of Naval Overations in a directive dated 
9 November, 1950, stated that the vrimary mission of the 
Military Sea Transvortation Service was to provide under one 
authority, control, operation and maar on of sea trans- 
portation for personnel and cargo of the Devartment of Defense 
(excluding that transvorted by units of the Fleet) and as 
authorized or directed for other government agencies of the 
United States. Due to the vrovisions of the National Security 
Act of 1947, as amended, the Military Sea Transportation Service 
has been able to carry out these committments with resultant 
Savings to the Government of hundreds of millions of dollars. 

In accordance with the vrovisions of Section 401 of 


the National Security Act of 1947, as amended, the vosition of 
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comptroller, Military Sea Transportation Service was established 
with the following assigned responsibilities: 

a. Budgeting 

b. Finencial Transactions 

es Accounting 

Gas interned]. Awditing 

e. Statistics (Operational, Financial, Accounting, etc.) 

ff. Tarriff Rates avvlicable to the Shipnning Services 

Also in compliance with the intent of the vrovisions 
of the National Security Act of 1947, as amended, it is the 
continued policy of the Military Sea Transportation Service 
to attach compvtrollers to all MSTS subordinate commands because 
overation of shivs and chartering agencies generate the major 
volume of financial transactions which in turn require careful 
@ecounting, financial and statistical treatment. The fundamental 
reason for this is that like in any large business cornoration, 
the field agencies of MSTS are charged with conducting these 
financial operations, and therefore must be resvonsible for 
the economical and efficient results of same. 

Regulations issued by the Denvartment of Defense covering 
the operation of working-capital funds for industrial- and 
commercial-type establishments vrovide that each tyve of estab- 
lishment shell have a cost accounting system 'custom built' for 
its overation. This system shall observe the accrual basis of ac- 
counting @and shall employ the double-entry method of bookkeeving. 


Books and records of accounts and documents suvvorting trans~ 
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actions shall be kept at the offices of the various establish- 
ments overated under the industrial funds. 

The Military Sea Transportation Service has set uv and 
follows an accounting system that comnlies with the onerational 
'requirements of MSTS as well as the provisions of the effective 
regulations. The system is designed to take fullest advantage 
of mechanical aids where the volume of transactions warrants 


fmeir Utilization. In the interest of continually fulfilling 





the requirements of Congress, MSTS realizes that no accounting 
system can remain static. Changes in methods of overations, 
improvements in mechanical aids, exverience, and changes in 


mae requirements effecting utilizing of accounting data all 





have some effect on the system. It is, however, the volicy 
of MSTS to treat such changes as changes in procedure rather than 
in the principles set forth in the National Security Act of 1947, 
as amended. 
Considerable discussion could be devoted as to why the 

Military Sea Transportation Service was brought into being. 
It seems suffice to state, however, that in the interests of 
economy there should be some central agency charged with the 
resvonsibility of transnorting government cargoes throughout 
the world via ocean nethods of transportation. In accordance 
with the authority contained in the National Security Act of 1947, | 
as amended, the Hon. Louis Johnson, Secretary of Defense, on 
2 August, 1949, issued a directive which specifically prescribed: 

Pursuant to the authority vested in me and in the interest 


of greater efficiency and economy, there is hereby established 
Within the National Military Establishment, under the direction 
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and control of the Department of the Navy, a unified sea 
transvortation organization to be known as the Military Sea 
Transportation Service, which shall have the vourvose, composition, 
authority and resvonsibility hereinafter described. 

The MSTS is established in order to vrovide, under one 
authority, control, operation and administration for personnel 
(including the transportation of sick and wounded), material 
(including vetroleum vroducts), meil and other cargoes for all | 
agencies or devartments of the National Military Establishment 
(excluding personnel and cargo transported by units of the fleet) 
and as authorized or directed for other government agencies or 2 
departments of the United States subject to established priorities, 

The specific responsibilities assumed by MSTS that 
more directly concern financial transactions and economical operation 
may be summarized briefly as follows: 

a. The establishment, control, and administration of organ- 
ization units ashore, worldwide, necessary for the administra- 
tion and operation of MSTS. In this connection MSTS makes the 
fullest use of existing facilities of all of the three Services 
in order to promote and effect the maximum economy of operation. 
The setting-up of MSTS did not result in the creation of duvli- 
cating facilities or services. Rather it acted in the reverse 
in accordance with the intent of Title IV of the National 
Security Act of 1947, as amended. 

b. The vrocurement of vessels outside of the MSTS fleet 
by bareboat, time and voyage charter, and the vorocurement of 
Space in commercial shivping as necessary. Previous to the 


establishment of I!STS, the three Services, and other agencies 


of the Government, acted indevendently to obtain shipving facilities 
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Directive of the Secretary of Defense dated 2 August 
1949, establishing the Military Sea Transvortation Service. 
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Tie 
required over and above those immediately owned or controlled 
by the Government which independent action resulted in non- 
uniform rates and, in general, increased cost to the Government 
for services rendered. 

c. The establishment of an adequate system for revorting 
requirements for transportation of passengers and cargo within 
tne three Services, and for such oer operational information 
as considered by MSTS to be necessary for the efficient empoloy- 
ment of MSTS vessels, and for the chartering of commercial vessels 
and the procurement of commercial shipving svace. This follows 
directly standard practices of commercial shipving companies, 
and economy of overation can never result without adequate 
revorting of requirements. 

d. The control and administration of maintenance, renair 
and alterations of all government owned vessels assigned to 
MSTS plus the maintenance and revair of vessels under bareboet 
charter. This feature of MSTS operation places MSTS in the 
ynosition of being able to select and determine the most economical 
means of maintenance and repair of ships used in the overation, 
and has resulted in considerable savings and economy of oneration. 
Likewise this follows standard commercial shipoing practice, al- 
though it has not on several occasions been volitically popular. 
There have been instances where thousands of dollars have been 
saved upon an alteration or revair contract by moving a ship 
temporarily from one coast to another to take advantage of lower 
costs. This is of course in the interest of economy of operation 


to the Government, but generally results in volitical reaction 
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from the coast that did not get the contract. 

e. The development and maintenance, in consonance with 
policies and procedures apvvroved by the Office of the Secretary 
of Defénse and the Depvartment of the Navy, of such cost accounting 
records and operational statistics as will reflect the degree of 
efficiency and economy of the overations conducted by MSTS and 
show the utilization of funds, manpower, and equivment assigned to 
MSTS. A general discussion of these yvrocedures is, however, 
beyond the scope of this paver. Suffice to state, that they 
follow sound commercial vractice, indicate clearly the source 
and utilization of funds, and renort regularly on the state of 
Operation to interested agencies of the National Military Estab- 
lishment. One very interesting feature of the financial overation 
of the MSTS since it went under the Navy Industrial Fund tyve of 
operation on 1 July, 1951, is that operations are for cost and 
not for profit as would be the case in a strictly commercial 
type of operetion. The vresent tyve of financial overation 
emoloyed by MSTS does not, however, set aside reserves for re-~ 
placement of its cavital assets, namely the ships, as would be 
commercial practice. The writer believes that this defect in | 
financial operation should be remedied, vossibly by eventual 
adoption of a type of operation similar to that set uv for the 
Panama Canal Company on 1 July, 1951, by Public Law 808, 80th 
Congress; Public Law 841, 81st Congress; and Executive Order 
10236 of 1 July, 1951. The vertinent features considered are 
that the Panama Canal Company is not only expected to be self- 


Sustaining, but is expected to pay the cost of interest on the net 


ne] Qe 
investment, and fix tolls at a rate calculated to cover the cost 
of maintaining and operating the Panama Canal including denreciatich. 
Such a change in MSTS operation »vrobably would be legally difficult 
and could result in the creation of a distinctly separate agency | 


inasmuch as title to MSTS government-owned shivving is now held 





by the Devartment of the Navy. Another disadvantage to such a 
change is that continuance of opwration of MSTS as a military 
controlled operation would probably be difficult, and might 
jeopardize further economies. One answer might be the creation of 
a severate and distinct Transportation Corps that would overate ) 
indevendently to serve the three Services as MSTS now does. 
However, such a move would undoubtedly result in strong volitical 
reaction based upvon the interests of commercial shipving. | 
f. The vorevaration of budgetary and otner fiscal requirements 
of MSTS as coordinated with varticivating agencies in accordance 
with directives of thé Secretary of Defenee on fiscal matters. 
This resvonsibility is extremely important in MSTS financial 
overations because liSTS is reimbursed for its services out of funds 
that must be budgeted by and avvrovriated for the three Services. 
fos MSTS setsits rates not only at a figure that will insure 
its ability to stay within its ow budget (total of funds made 
available for operation under the Navy Industrial Fund) but at a 
figure that has been forecast in such 2 manner thet it is reason- 
eple to exvect that it will not have to be changed within the 
fiscal period covered by the apvrovriations made to the three 


Pervices. If these conditions are not met by MSTS, the only 
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alternatives are for MSTS to request additional funds for operatio 
or for the three Services to take some similar action, neither of 


Which alternetives are desirable or reflect sound fiscal manegement. 





Me 2s eratifying at this point to note that in the history of its 
Operation, MSTS has not found itself in this dilemma which ee 
ty reflects to the credit of MSTS financial overation. 


g The administrative control of funds received by transfer, 





by reimbursement, or received in payment for services rendered in 
consonance with policies directed by the Secretary of Defense. 
M@his is strictly in accordance with commercial practice and is 
generally followed by large corporations in which the various 
Supsidiary divisions maintain their own financial control in 
consonance with overell policies directed by the varent corporation 
Which in this comvarison would be the Devartment of Defense. This 
element of single control over all funds required for the common 
Operation, regardless of source, is certainly resvonsible for 
much of the resultant economy of operation and general savings of 
funds to the Government. Such control also makes vossible true 
performance type of budgeting with accomvanying adequate control 
Of Operation. In varticular emphesis of this voint, VAdm. William 
M. Callaghan, former Commander, Military Sea Transvortation 
pervice, in speaking before the 32nd Annual Meeting of the 
American Petroleum Institute at Chicago, Illinois on 10 November, 
1952, stated: | 
It is this fund which finances our operations until such 


time as collections can be made from MSTS customers, the Army, 
Navy, and Air Force, for services rendered. The exvense of our 
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operations, with but few exceptions, is no longer hidden in the 
aporovriations of the three military denartments, but is readily 
computable and made available in our financial statements. It can 
readily be avvreciated that where the Comptroller of the Devartment 
of Defense, the Comptrollers of the Army, Navy and Air Force, 
members and committees of Congress, and the Bureau of the Budget 
are closely scrutinizing the costs involved, MSTS has more then 
average inducement to overate economically and efficiently. 

Historically, from the financial point of view, the 
incevtion and implementation of the Military Sea Transportation 
Service based uvon the provisions of the National Security Act 
of 1947, as amended, has resulted in the following points thet 
has enabled the Devartment of the Navy acting through MSTS to 
effect considerable economies in the transvortation field for 
the Devartment of Defense as a whole. 

a. The Navy, for the first time, has control of all merchant- 
type shivping owned by the military. This in effect means that 
uniform standards of overation, administration, maintenance | 
and repair, etc., have been ablé to be adovted, with all the 
ensuing advantages to efficiency, economy, and state of overation=_ 
al readiness. 

b. The elimination of overlapying and duvlication of ocean 
transportation functions between the Army and the Navy, and the 
} consolidation of routes and schedules, has not only saved the 
Devartment of Defense an enormous amount of money, but has resulted 
jin the greater availibility of assigned shivving, thus increasing 
capabilities. 

c. A single military sea transportation agency of the size of 


| MSTS is able to obtain much lower rates from the Shivving indwetry § 


and to control to an appvreciable extent the shipning market. This 
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also results in extensive savings to the Department of Defense 
and a substantial contribution to the national economy. 

| d. The relationshiv between the military services and the 
American merchant marine is now an extremely close, vractical, ) 
and mutually advantageous one, in contrast to the vrevious nenulene 
liasion existing when more than one agency had responsibility 

mor ocean transportation. This, in part, is due of course to the 
power of the Department of Defense dollar, but is also due in 


greater part to a better appreciation on the part of 2 single 


resvonsible agency for ocean transportation of the relationship 
which must exist with the maritime industry upon whose support 
| the military services is so denvendent in discharging logistic 


responsibilities in time of war or national emergency. | 
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CHAPTER IT | 
FUND TYPE OF OPERATION 

Section 405 of the National Security Act of 1947, as 

Pamended, authorized the Secretary of Defense to establish working-— | 

| capital funds in the Depertment of Defense for the purvose of 

| providing working caviteal for commercial-type activities providing 

} common services within or among the devartments and agencies of 

| the Department of Defense. Because of the basic mission of the 

| Military Sea Transvortation Service, namely, the overation of a 

| point-to-point ocean transportation service vorimarily for the 

} components of the Department of Defense, MSTS obviously qualified 

} as defined in the regulations contained in the Act. Previous 

| exverience of the MSTS had clearly established the fact thet it 

} w2S in the best interests of the Government and HSTS to ascribe 

financial resvonsibility for ocean transportation services to | 

the utilizers of MSTS services. It was also determined that 

commercial-type activities overeating under the industrial fund ) 

in each department would be better able to more effectively dis- 

charge their resvonsibilities by the separate finencing of their 

Operations, and by budgeting and accounting according to commercial 

methods, rather than by the previous and more cumbersome methods 

pot anvropriation accounting. 


The theory of operations under an industrial fund is not 
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unlike operations under other well-known revolving funds such 
as the Naval Procurement Fund. Exvenditures from the fund are 
for the purpose of converting raw materials into finished products 
for re-sale or for rendering services. These are then sold at 
meprice which, when paid for by the recivients, will restore 
the fund to its original status. During interim reriods of over- 
ations, and prior to comvlete liquidation, the fund generally 
will consist of Cash, Accounts Receivable, Inventories, and 
Deferred Charges to Overations, which are offset by emounts 
Owing to others for exvenses incurred in the verformance of the 
mission. The amount of cash required is devendent uvon both 
volume of business and the time required to complete the cycle 
of vroduce-sell-bill-collect-devosit. It follows, therefore, 
that unit costs of production or unit costs of rendering services 
in excess of unit selling vrices will dissivate tne fund. Like- 
wise, any material increases in stock levels over those vlanned 
or any delinquency in the collections for foods sold or services 


rendered will tend to reduce the cash available to meet vayrolls 


and other overating committments. In short, for iMSTS to overate 


successfully under the industrial fund requires consistent avvnli- 
cation of sound business pvrincivles and strict adherence to 
Dlanned objectives. 

An initial amount of $100 millions cesh was received 
by MSTS to commence overations under the Navy Industrial Fund 
which amount was predicted on the estimated cost of overating 


for ninety days based on the revised Fiscal Year 1952 budget. 
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To date this original estimate hes vroven correct, and due to 


sound financial management no changes have been necessary. 

The following stevs comorise the complete cycle of MSTS 
financial overations under the Navy Industrial Fund since the 
incorvoration of MSTS under this type of overation. 

a. MSTS receives from the three Services the estimated lift | 
(oersonnel and cargo) for a given veriod, segregated by classes. 
b. MSTS translates these lift estimates into the number of 
Shins, charters, versonnel, and other facilities required to eGaecy 

the lift. 
c. MSTS estimates (budgets) the cost of performing, the lift 
using data comoiled in step b. > 
d. MSTS distributes the estimated total cost (including vro- 
ration of overhead) to classes of services to be rendered, i.e., 
passenger, various dry or refrigerated cargo, and vetroleum 
products. | 
e. MSTS divides the units of lift into the resvective costs 
: of effecting the various classes of lift, thus establishing 
the tariff rates for subsequent billing »urvoses. 
f. MSTS publishes its tariff rates to the three Services, 
Which they in turn avoly to the estimated lift originally sub- 
mitted to MSTS and then determine the aggregate estimated cost 
Of ocean transvortation for inclusion in their resvective budgets. | 
&. The three Services then justify and receive 2nvcroval 
(or revision) of their budgets, which include ocean transportation, 


through the vorescribed normal channels from the Congress. [In this 
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Step MSTS lends such essistance as may be necessary in the 
justification of ocean transvortation rates because of their 
intimate day-to-day association with such matters. 

h. Because any material fluctuation in the funds apnrovriated 
in relation to original budgets will have a marked effect on the 
ift finally offered MSTS, the three Services than notify MSTS 
of their requirements revised to coincide with funds finally made 
available to vay for the services. 

i. MSTS then reviews its facility and versonnel requirements 
in the light of the revised information contained in step h. 

j. MSTS is then offered and effects various classes of 
lift through the overation of its shins or through commercial 
charters in such a manner that the costs may be provided and 
accounted for within the limitations of funds available for 
operations. 

k. MSTS then at the end of each month bills the individual 
services at the prescribed rates for the lift ectually effected. 
Certain "penalty" items as apnroved for delays or lifts not 
effected because of failure of the shipver Service to have the 
material, etc. available are also collected for, if MSTS has 
made available the required shivping at the time and vlace 
vreviously agreed upon. 

1. The varties at interest then execute Standard Form 1080, 
by which MSTS is reimbursed for services rendered, and the cycle 
is completed. 

It is interesting to note that in addition to the 
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76 
benefits derived from a double entry system of accounting on an 
accrual basis, the stevs involved in MS5TS financial operations 
differ from similar overations under a Management Fund in that: 

a. MSTS vrovides unit costs to the three Services in lieu 
| of aggregate dollar costs, and 
be. MSTS receives payment from the three Services after effect- 
| ing the lift instead of receiving quarterly, in advance, the 
estimated cost of lift to be effected as under the older apvro- 
priation allottment system. 

In carrying out the financial overations specified 

| above, the Commander, Military Sea Transportation Service, is 
} assisted by an officer designated as the Comptroller, who 
| functions in accordance with the requirements of Title IV of the 
| Security Act of 1947, as amended, as follows:° 

&. Comotroller 

Advises COMSTS and other officials of MSTS on all matters 
mediating to finance, budgeting, accounting, auditing, statistics, 
tariffs, and business administration. He is resvonsible for 
the technical supervision of the organization and vrocedures 
|} relating thereto, both at COMSTS and at subordinate commands throug 
regular command channels. He is responsible for vrescribing the 
accounting system employed by MSTS, the maintenance of the general 


books of account and the rendition of all financial, accounting, 





cost and statistical revorts as well as the analysis and eval- 
| uation of such date. He is charged with the establishment of 


|} policies and »vrocedures relating thereto consistent with basic 


Scomptroller Handbook, MSTS, 11 May, 1951 
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| policies of the Devartment of the Navy and the Devartment of 
| Defense. He will maintain necessary liasion with functional 
components of the Devartment of the Navy and other Government 
agencies on matters under his cognizance. 

Assisting the Comotroller at MSTS are a Devuty Comptroller, 
who in the case of MSTS, is a civil service officer, and other 
officers (both civilian and military) heading up the following 
branches: 

@. Internal Control Bmanch 

Develops and suvervises a system of internal control, and 
conducts audits at COMSTS and in the field to insure the accuracy 
ena Tidelity of MSTS accounting and statistical revorting. 

b. Budget Branch 

Formulates instructions governing format and content of 
budgetary materials, relating thereto operating vlans, statistical 
: data, and financial estimates; coordinates, reviews, and vreneres 
| the MSTS budget; establishes MSTS tariff rates; and conducts 
periodic analyses to determine the degree to which verformance 
} is conforming to budgetary vlenning. 
c. Statistics and Analysis Branch 
Develovos and instells and overates statistical revorting 
PSsystems for financial and other data, including traffic billing; 
prevares necessary interpretative and other suvvorting material; 
formulates and advises on statistical reporting techniques and 


procedures; and overates tabulating machines for MSTS. 
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d. Accounting Branch 


Prepares, processes, and records all accounting transactions 
at MSTS (excevt for cash); maintains general books of account; 
prevares financial revorts for the entire MSTS; and formulates 
and advises on accounting vrocedures and volicies. 

e. Disbursing Brench 

Performs 211 disbursing functions at MSTS; formulates and 
advises on disbursing policies and procedures, and assists sub- 
ordinate commands in the discharge of the disbursing functions. 

The writer has inferred throughout this vaner that the 
Military Sea Transportation Service follows standard commercial 
practice in financial onerations end in suvport thereof offers 
the following from a definitive concept of the duties of the 
Comotrolier of a me. jor commercial operation as set forth by 
Mr. George L. Hall of the Standard O11 Company Of Gata fornica ,; 
who states that the Comvotroller is responsible for the following 
Guties and functions: 


a. As a staff member of management, the Comotroller is 
charged with advisins the President and furnishing functional 
guidance to the General Managers of the Divisions on accounting, 
euditing, the budget, the prevaration and vayment of payrolls, 
tax matters, the comvilation of statistics, and office methods 
and procedures, and with conducting such activities for the 
Managers of the staff denartments. 

b. Within the limits of his enoroved vrogram and corporate 
policies and control procedures, the Comptroller is resvonsible 
mor, and has commensurate authority to accomplish the fulfillment 
of the duties set forth below. He may delegate to members of his 
Devartment aporopriate portions of his resvonsibilities together 
With vroportionate authority for their fulfillment, but he may 
not delegate or relinquish his overall resvonsibility for results 
mer for any portion of his accountability. 

ec. He will formulate, or receive and recommend for avproval, 
brovosais for policies on accounting, auditing, the budget, the 
prevaration and vayment of vayrolls, tax matters, the compilation 
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of statistics, and office methods and orocedures, and will ad- 


minister such policies when apvroved. 

ad. He will establish and administer procedures vertaining 
to accounting, auditing, the budget, the vrevaration and payment 
Of payrolls, tax matters, the compllation of statistics, and | 

office administration. 

e. He will suvnly services vertaining to accounting, auditing, 
the budget, the vreveration and vayment of vay rolls, tax matters, 
and the comvilation of statistics to the Managers of the staff 





devartments. 

f. He will prevare and maintain the Company cost accounting 
books and such other records as are necessary to the accomolishment 
mt nis function. 

g. He will prevnare the orincival financial statements of the 
Company. 

h. He will consolidate the »vropvosed annual budgets of the 
organizational comoonents of the Company into the Droposeg annual 
Company budget, and will vrevare recommendations thereon. 

A comparison of the functions of the Comotroller of 
a@major commercial overation and that of the Comptroller of the 
Military Sea Transportation Service clearly indicates that MSTS 
is carrying out its operation in accordance with sound business 
type of overation vrincivles in accordance with the intent of 
Title IV of the National Security Act of 1947, as amended, 
and that the economies effected for the Government may be 
attriouted to the sound financial management of the Military Sea 


Transportation Service. 





tthe Management Guide, George L. Hall, Standard Oil 
Company of California, San Francisco, Calif. 1948 
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CHAPTER III 
SCOPE OF MSTS OPERATIONS 

For a vrover assessment of the economies effected and the 
efficiency of operation of MSTS, a brief examination of the scope 
of business (services rendered) done by MSTS in recent years 
attests to the soundness of the Industrial Fund-Type of operation. 
As voreviously noted, the MSTS accounting system is vatterned 


@iter that which is followed by the commercial shivving industry, 


and utilizes the accrual method of accounting and double entry 
bookkeeping. This method of keeving accounts reflects exvenses 
incurred and income earned for a given period, although such . 
exvenses may not have been actually paid or the income received 
in that period. These accrual fisures are considered to be 
more realistic, more accurate, and to vorovide more usable cost 
information to management than those that are available under 
the e@poropriation accounting system. 

The scove of business of MSTS during the fiscal year 
1951 is indicated by the following statistics: | 


1,744,438 troops and other passengers associated with 
the military devartments carried worldwide. 


20,138,179 measurement tons of dry cargo of all categories 
lifted worldwide. 


13,250,396 long tons of bulk petroleum products lifted 
worldwide. 


During the fiscal year 1952, which revresented 2 full 
year of accelerated operations largely due to the Korean situation, 


2 Information provided by the Compotroller, MSTS. 
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this scope of ousiness increased to the following: 


2,435,500 troops and other vassengers associated with the 
military devartments carried worldwide. 


27,965,625 measurement tons of dry cargo of all categories 
lifted worldwide. 


14,461,505 long tons of bulk petroleum products lifted 
world wide. 


The total operating cost of MSTS for Fiscal Year 1951 
was $547,864,870. This does not include $11,330,053 incurred 
for the International Relief Program. 

In Fiscal Year 1952 the overating costs, due to 
| increased volume, increased to $638,881,293, not including 
85,159,456 for the operations of the IRO prorram. 
62% of the total exvenditure in Fiscal Year 1952 
jwas made for the transvortation of cargo, 16% for petroleum 
lena 22% for troovs and other vassensers associated with the 
military devartments. 

In the operation of MSTS, it is imoortant to note that, 
iwhile the MSTS is an integral vart of the Navy, 88% of the funds 
it exvends comes from the anvrovriations of other Devartments; 
for examvle, in Fiscal Year 1952, the Army contributed 73%, or 
$466 ,519,661, and the ‘ir Force 15%, or $95,506,465. The Navy 
contributed 11%, or $72,121,828. In addition 1%, or $6,733,339 | 
des received from other sources. COMSTS, therefore, is »nlaced in 
the vosition of a "trust officer" for the exvenditure of 
anorovriated funds of the three Services. This fact imvoses 


a 


@ serious resvonsibility to insure thet all exvenditures are 
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1ld not have been accomvlished. . 
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P,K.Shemman, Cdr., U.S.Navy 
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Military Sea Transportation Service, 
Comotrollers Handbook, May 1951 (Unpublished 





Hall, George L. The Management Guide. San Francisco, Calif: 
The Standard Oil Company of California, 1948 


Public Documents 
U. S. Congress, Public Law 808, 80th Congress 
U. S. Congress, Public Law 841, 81st Congress 
U. S. Congress, Public Law 216, 81st Congress 


Militery Directives 


Directive, Military Sea Transnortation Service. Secretary 
of Defense, 2 August, 1949 


Directive, Allocation of resnonsibilities between the Chief 


of Naval Overations and the Assistant Secretary of the 
Navy in connection with the Military Sea Transvortation 
service, 9 November, 1950 


merective, Military Sea Transportation Service. Chier of 
Naval Overations, 9 November, 1950 
Charter for Overation of Military Sea Transvortation 


pervice Under Navy Industrial Fund. Assistant Secretary 
of Defense, 7 May 1951. 


Unoublished Material 


U. 5. Senate, Revort of Hearings before the Prevaredness 
Subcommittee No. 3 of the Committee on Armed Services, 
United States Senate, Eighty-Third Congress, First 
session on Implementation of Title IV, National Sec- 
urity Act of 1947, as Amended, November 2, 3, 4, 1953. 
(Printed for use of the Committee on Armed Services): 
(Made available for use of the writer by the Hon. 
senator Ralph E. Flanders, Vermont, Chairman of the 
Subcommittee No. 3 of the Committee on Armed Services). 
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